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June 27, 2014

Nancy Nittler, Personnel Director
145 Fulweiler Avenue, Suite 200
Auburn, CA 95603

Re: Personnel Department Review, Phase 1
Dear Ms. Nittler:

My staff and | recently performed a review of the Personnel Department (Department.) This
departmental review consists of two phases. Phase 1 consisted of a review of the Department’s
compliance with specific laws, regulations, and County policies and related internal controls.
Our observations and recommendations are detailed in this report. Phase 2 of this review will
consist of the Department’s cash handling and benefits billing processes and will be reported on
separately.

We reviewed records, documents, policies, procedures and various guidelines. We interviewed
staff at the Department and spoke with other County departmental staff, as necessary. As a
result of our review, we noted instances of non-compliance and areas where internal controls
could be strengthened. Our summary of observations and recommendations is as follows.

Summary of Observations and Recommendations
Retirement Health Savings Plan Non-Discrimination Testing

In November 2011, the Board of Supervisors approved the creation of a Retirement Health
Savings Plan (RHSP) for Management and Confidential employees and Elected Officials. The
first retirees from these employee groups began utilizing the plan in calendar year 2012.
During our review of the plan, we noted that the required non-discrimination testing was not
performed for the 2012 calendar year in order to determine whether employees participating
in the plan needed to receive a W-2 for any “excess” reimbursement. The testing was
completed in early 2014 by the Department and our review of this testing confirmed two
retirees should have received W-2s for 2012. In addition, the non-discrimination testing for the
2013 calendar year was not performed in time to issue W-2s by the January 31, 2014 IRS
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deadline. The W-2s were issued to the retirees late but were included in the submittal to the
IRS of all other W-2s for County employees by their March 31, 2014 deadline.

We recommend Department staff work with the County Executive Office, County Counsel and
Auditor-Controller’s Office on the best course of action to correct missed W-2s for the 2012
calendar year. In addition, we recommend the Department work with the RHSP vendor to
obtain the required information in order to do the non-discrimination testing and provide the
Auditor-Controller’s Office the results well before the W-2 January 31% deadline.

Personnel Department Response:

Personnel acknowledges the need to correct the outstanding W-2s for the 2012 calendar year
and will work with the County Executive Office, County Counsel, and the Auditor-Controller’s
Office to determine the appropriate course of action to correct this issue. Recognizing the short
time frames with performing the non-discrimination testing with yearend payroll information
and issuance of the W2, Personnel had requested this be performed by the vendor but were
informed that this is not a service they provide. Personnel will revisit this service with the vendor
but should their position be unchanged, we will then engage the Auditor-Controller with
discussions regarding the appropriate placement of this function.

Flexible Spending Accounts Non-discrimination Testing

The County has a Flexible Spending Account (FSA) plan for our represented employees, PPEO
and DSA, and a separate FSA plan for our Management and Confidential employees. The
County also has a Health Reimbursement Account (HRA) for Tahoe employees. During our
review of the plans, we noted that the non-discrimination testing has never been performed on
any of these plans since inception. It appears as though the Tahoe HRA and PPEO and DSA FSAs
may not be subject to this testing based on documents provided by the Department, however,
more research needs to be done to confirm. The vendor offers several non-discrimination test
bundles as an optional service at an additional charge.

Due to the frequency and complexity of the tests, we recommend the Department contract
with the vendor as soon as possible to perform the services on all applicable plans. In addition,
we recommend Department staff work with County Counsel to confirm the facts of the
potential exclusions from testing as noted above.

Personnel Department Response:

While the plan documentation referenced does not indicate a requirement for non-
discrimination testing, Personnel will work with County Counsel to determine the need for non-
discrimination testing. If required, Personnel will pursue contracting out this service including
defining payroll data requirements and costs associated with implementing this
recommendation.



Deferred Compensation Programs

Purchase of Service Credits

Currently, the County’s 457 deferred compensation programs allow a “plan to plan” transfer to
purchase airtime. However, it was recently discovered that the County’s 401k deferred
compensation programs do not allow a “plan to plan” transfer to purchase airtime, even
though the CalPERS 401k certification form allows such a transfer.

We recommend the Department work with CalPERS to amend the certification form to remove
this provision.

Personnel Department Response:

This form is an official CalPERS document used statewide through their public website for all
participating agencies and members. While the restriction of plan to plan transfers has been a
long standing 401(k) plan prohibition for Placer County, recent pension reform legislative
changes in the area of service credit purchases has brought this to the attention of participants.

Hardship Requests

Currently, the County’s 401k and 457 deferred compensation programs contain provisions for
hardship requests. At this time, there is no complete documentation of the hardship program
procedures, process, and timeline. In addition, once an applicant is approved under this
program, he or she is not allowed to make deferred compensation contributions for the next six
months. According to the Department, there we no subsequent contributions made by
hardship applicants; however, there is no monitoring to ensure contributions did not occur
during the next six months for those that had approved hardship requests.

We recommend that the Department develop guidelines for the County’s hardship program
and establish a monitoring system to ensure contributions are not being made during

restrictive periods.

Personnel Department Response:

Due to the infrequency of approved hardship requests, Personnel has not utilized a formal
procedure but was aware of this restriction. A review of the three hardship requests approved
within the last three years confirms that there were no subsequent contributions made within
six months of approval consistent with this provision. Personnel will document its current
monitoring procedure as well as require a signed acknowledgement by the employee of the
contribution restriction for six months following approval.



Deferred Compensation Committee Website

The current website has not been updated to reflect changes in Committee composition, forms,
and other information that would be useful to plan participants.

We recommend the Department work with the Deferred Compensation Committee to
determine how the website should be maintained going forward since the Committee chair can

change over the course of time.

Personnel Department Response:

The Personnel Department concurs with this recommendation. Recent action at the Deferred
Compensation Committee meeting of June 11, 2014 established Personnel as the lead for
updating the website with input from the Committee’s retired representative as well as the
Auditor-Controller. Once updated, the Personnel Department will maintain the site’s content.

Plan Providers

The County currently has two deferred compensation plan providers, CalPERS and MassMutual.
By having two plan providers, it doubles the work of the plan administrator for the County and
the chair of the Deferred Compensation Committee. It can also lead to confusion when
applying rules since both providers have different responsibilities. For example, the
MassMutual 401k and 457 plans identify the County as the Plan Administrator and the Deferred
Compensation Committee is the apparent financial advisor. The CalPERS 401k and 457 Plans
are administered by CalPERS and they, along with ING, act as the financial advisor and plan
administrator.

It has also been several years since the County has gone out to bid for deferred compensation
plan services.

We recommend the Department work with the Deferred Compensation Committee to
determine the need to have two plan providers and any possible implications to switching to
one. Once determined, we further recommend the County go out and competitively bid for the
deferred compensation plan services that also includes a financial advisor and Plan
Administrator.

Personnel Department Response:

The Personnel Department acknowledges the additional workload of providing employees the
choice of two deferred compensation plans. Personnel will work with the Deferred
Compensation Committee to explore the interest of the County, its employees, and retirees in
light of the complexities of making changes to our 401 (k) and 457 plans.



Beneficiaries

During the course of the review, it was determined that employees’ information being entered
into ACORN (County’s online human resources and payroll system) for beneficiaries does not
necessarily transmit to all benefit providers, including deferred compensation programs.

We recommend the Department determine what beneficiary information is currently being
transmitted to all benefit plan providers and confirming whether ACORN is the system of record

for this information through the lens of the providers.

Personnel Department Response:

Several vendors have through their documentation and forms designated that beneficiary
information is to be maintained by Placer County. Personnel will review applicable agreements/
contracts and confirm with those that do not specify this designation to ensure that beneficiary
information is available and transmitted to those plan providers who request this information.
Personnel will document this understanding with all applicable vendors.

Security Access

The Department, as the Plan Administrator, was not monitoring which employees had security
access to our deferred compensation plans. It was also determined that key employees
working with our deferred compensation programs online had not been trained on how to
utilize the system to monitor 401k and 457 employee activity.

We recommend the Plan Administrator regularly monitor who has security access to our
deferred compensation programs and ensure that employees tasked with ensuring compliance

are properly trained.

Personnel Department Response:

Personnel concurs with this recommendation and in October 2013 updated the security access
ensuring that only the authorized key employees have access to the system. Personnel will
continue to ensure that access to these programs is by authorized employees only.

Loan Reports

Loan arrears and loan default reports were being sent to the Department, as the Plan
Administrator, but they were not being acted upon or being sent to the Deferred Compensation
Committee.

We recommend that any loan reports being sent to the Plan Administrator be distributed to the
Chair of the Deferred Compensation Committee prior to each quarterly meeting.



Personnel Department Response:

The Personnel Department will provide a summary report of loan arrears and defaults to the
Chair of the Deferred Compensation Committee prior to each quarterly meeting. The
confidential nature of individual loan reports precludes circulation outside the Personnel
Department.

Contracts and Agreements

The Department had a difficult time locating key contracts and agreements with our plan
providers. In addition, certain agreements received were either outdated or conflicted with
ones received from our vendors.

We recommend the Department maintain a central location for key contracts and plan
agreements with our plan providers, preferably electronically stored. We further recommend
the Department correspond with our plan providers to ensure we have the most recent
contracts and agreements on file.

Personnel Department Response:

Personnel concurs with this recommendation.

New Regulation

The current FSA plans are “use-it-or-lose-it” plans, where the amounts in accounts at the end of
the plan year cannot be carried over to the next year. The IRS regulations changed and now for
plan years beginning after December 31, 2012, plans may allow up to $500 of unused amounts
to be rolled over into the following year.

We recommend Department staff work with the County Executive Office and the Board of
Supervisors to amend the contract to allow rollover of the unused amounts in the FSA in order

to enhance this existing benefit offered to our employees.

Personnel Department Response:

Personnel Department is aware of this change in IRS regulation that affects Health FSAs
programs only. Enhancements to benefits are usually considered as a package in conjunction
with other pay and benefit changes. Personnel department will work with the County Executive
Office to include this enhancement for discussion with the Board of Supervisors next time
changes in pay and benefits for affected employees are being considered.



ACORN Monitoring and Reporting

Embedded within the ACORN application are a series of earning and time reporting codes that
trigger employee compensation and benefits. In addition, many of these codes have been
designed to ensure compliance with the Fair Labor Standards Act (FLSA), IRS, and many other
regulatory agencies.

Many times throughout the year, with more impact during labor negotiation periods, the
Department is asked to provide a plethora of information via queries and reports. One such
report, the Placer Reporting Table, is also used for budgeting and forecasting purposes. The
Placer Reporting Table requires a significant amount of work by the Department, along with
assistance from the Auditor-Controller’s Office, in maintaining and validating the information.

We recommend the Department work with the County Executive Office to establish an ACORN
Compliance/Monitoring Subcommittee, similar to the ACA Subcommittee. This subcommittee
would be used to determine what queries and reports are needed for County management and
the labor negotiation team and to determine what County department is going to maintain and
provide the queries and reports. This subcommittee could also determine what is currently
being monitored in the ACORN system, what still needs to be monitored, especially as it relates
to the use of earning and time reporting codes to ensure compliance with laws and regulations
(Chapter 3, MOUs, PERS, FLSA, etc.), and which County departments should provide the
ongoing monitoring.

Personnel Department Response:

As stated, the ACORN system provides a plethora of useful information for multiple purposes.
The Personnel Department will continue to work with the County Executive Office and the
Auditor’s Office to ensure the most efficient and relevant use of system information and will
participate in discussions and provide recommendations for any subcommittee deemed to be
beneficial by all concerned.

The Personnel Department’s responses to our recommendations identified by our review are
included above. We did not audit their responses and, accordingly, we do not express an
opinion on them.



We appreciate the courtesy and cooperation of the Department’s staff throughout the course
of this review.

Respectfully,

(Aded CApite

Andrew C. Sisk, CPA
Auditor-Controller

el David Boesch, County Executive Officer
Placer County Civil Service Commission
Placer County Audit Committee



